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 1 

Witness and Exhibit/Schedule Identification 2 

Q. Please state your name and business address. 3 

 4 

A. My name is Dianna Hathhorn.  My business address is 527 East Capitol 5 

Avenue, Springfield, Illinois 62701. 6 

 7 

Q. Have you previously filed testimony in this proceeding? 8 

 9 

A. Yes, direct testimony was filed in November 2000.   10 

 11 

Q. What is the purpose of this testimony? 12 

 13 

A.  I am presenting testimony regarding the following adjustments from my direct 14 

testimony:  Pension Settlement Gains, and Plant Under Construction.  I am 15 

also addressing certain adjustments proposed by the intervenors.   16 

   17 

Q. Are you sponsoring any schedules as part of Staff Exhibit 20.0? 18 

 19 

A.  Yes, I have prepared (or supervised the preparation of) the following 20 

schedules for the Company, which show data as of, or for the test year 21 

ending December 31, 1999: 22 
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 Schedule 20.01 Adjustment to Pension Settlement Gains 23 

 Schedule 20.02 Adjustment to Plant Under Construction  24 

Contested Adjustments 25 

Pension Settlement Gains 26 

Q. Have you revised your Staff Exhibit 6.0, Schedule 6.03? 27 

 28 

A. Yes, I have, and it is presented in my Staff Exhibit 20.0, Schedule 20.01.  My 29 

schedule is revised to address the Company’s updated Pension Settlement 30 

Gains, reflecting an allocation of Ameritech Services, Inc.’s 1999 pension 31 

settlement gains to Ameritech Illinois.  (Ameritech Illinois Ex. 7.1, pp. 2-3). 32 

  33 

Q. How is your Schedule 20.01 different than your Schedule 6.03 34 

presented in your direct testimony? 35 

 36 

A. Schedule 20.01 includes my original pension settlement gain adjustment, 37 

presented on page 2 of 4, but it also includes an adjustment to normalize the 38 

pension settlement gain allocated to the Company from Ameritech Services, 39 

Inc.  The methodology used for this new part of the adjustment is the same as 40 

the original, that is, I analyzed historical pension settlement gains of 41 

Ameritech Services, Inc., determined a normalized level, and adjusted the 42 

1999 abnormal gain accordingly.  These calculations are shown on pages 3 43 

and 4 of Schedule 20.01.  Page 1 of Schedule 20.01 summarizes the two 44 
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pieces of the adjustment, so that Staff’s revenue requirement reflects one 45 

pension settlement gain adjustment amount. 46 

 47 

Q. The Company states that it is not appropriate to consider the pension 48 

settlement gains as a current period (1999) gain in this process.  49 

Please respond. 50 

 51 

A. I agree with this statement, however there is more than one option to achieve 52 

this result.  The Company has chosen to completely remove the transaction 53 

from the 1999 revenue requirement, as if it never occurred.  Alternatively, I 54 

have analyzed historical Company data (Schedule 20.01, page 4) and 55 

determined that settlement gains do occur with annual frequency, just not in 56 

the magnitude of the 1999 gains.  Therefore it is appropriate to adjust the 57 

1999 gains down to a normal level;  the data shows that the normal level is 58 

not zero.   59 

 60 

Q. The Company’s position is that, since its rates are based upon a price 61 

cap formula and not a revenue requirement, ratepayers have not been 62 

paying for pension expense.  (AI Ex. 7.1, pp. 34-35)  Please respond. 63 

 64 

A. The Company has not identified how pension expense is excluded from the 65 

price cap formula in any way.  (Company response to DLH-061).  While it is 66 
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true that the revenue requirement in the original Alternative Regulation case, 67 

Docket Nos. 92-0448/93-0239 (Consol.) (hereinafter referred to as “Alt. 68 

Reg.”) did not contain a provision for pension expense, the reasoning was 69 

due to the fact the Company had negative pension expense at the time.  (AI 70 

Ex. 7.1, p. 34).  Neither the revenue requirement in that proceeding, nor the 71 

inputs for the price cap formula used today, contain any factors or 72 

adjustments to exclude pension expense from the cost of service to 73 

ratepayers.  Therefore, pension expense, and any related settlement gains, 74 

should be treated as an above the line item and not be disallowed because 75 

the historical level of pension expense was negative at the time of the last 76 

revenue requirement determination. 77 

 78 

Plant Under Construction 79 

Q. Have you reviewed the Telephone Plant Under Construction and 80 

Interest During Construction (“IDC”) adjustment made by GCI witness 81 

Smith (GCI Exhibit 6.1, Schedule E-13)?  Note: IDC is also known as 82 

Allowance for Funds Used During Construction (“AFUDC”). 83 

 84 

A. Yes, I have.  The issues overlap with my original adjustment in my Schedule 85 

6.02.  In reviewing Mr. Smith’s adjustment and conducting research to 86 

answer Company discovery questions, I determined my original adjustment 87 

needed to be revised.  I agree with Mr. Smith that an adjustment is needed to 88 
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prevent the double recovery of IDC.  The Company has also accepted Mr. 89 

Smith’s adjustment.  (AI Ex. 7.1, p.7).  In my opinion though, for reasons 90 

discussed below, a different method should be used to address the IDC 91 

adjustment. 92 

 93 

Q. What method do you propose? 94 

 95 

A. I propose to exclude the IDC-generating balance of Telephone Plant Under 96 

Construction (“TPUC”) balance from rate base.  Therefore, IDC would only 97 

be allowed in rate base as it transfers from TPUC to Plant in Service.  98 

 99 

Q. Why do you prefer your method to that of Mr. Smith’s? 100 

 101 

A. I have two reasons, one theoretical and one legal.  First, IDC is a “below-the-102 

line” item.  To artificially bring a “below-the-line” item into the revenue 103 

requirement appears confusing and contrary to the regulatory model of 104 

reflecting only recoverable costs.  A clearer conclusion results if the 105 

duplicated IDC amount is simply not allowed to earn a return by removing it 106 

from rate base. 107 

 108 

Q. What are the legal requirements of the Public Utilities Act concerning 109 

Construction Work in Progress (“CWIP”)? 110 
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 111 

A. Section 9-214 (d), quoted below, disallows CWIP, also known as Plant 112 

Under Construction, from being included in rate base: 113 

“The Commission shall not include an amount for CWIP in the 114 
rate base for any public utility for the period after December 115 
31, 1988.” 116 

 117 

Therefore, in my opinion, Mr. Smith’s adjustment, although the Company has 118 

accepted it (AI Ex. 7.1, p. 7), is not in compliance with the Act and therefore 119 

must be changed. 120 

 121 

Q. Mr. Smith states that Plant Under Construction was allowed in rate 122 

base in the Company’s revenue requirement in the original Alt. Reg. 123 

proceeding.  (GCI Exhibit 6.0, p. 45, lines 7-11).  Please explain. 124 

 125 

A. The Commission’s practice is to allow the non-IDC earning portion of Plant 126 

Under Construction in rate base.  Section 9-214 (e) of the Act also allows for 127 

CWIP in rate base for investments scheduled to be placed in service within 128 

12 months of the rate determination.  Therefore, it is reasonable that some 129 

portion of Plant Under Construction was allowed in the previous Alt. Reg. 130 

proceeding, although a better description such as “Non-IDC Plant Under 131 

Construction” would have been more clear. 132 

 133 

Q. Please describe your Schedule 20.02. 134 
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 135 

A. My Schedule 20.02 revises my original Schedule 6.02, Adjustment to Plant 136 

Under Construction.  It reflects the test year TPUC using the 12/31/99 year 137 

end balance of the non-IDC generating TPUC balance.   138 

 139 

Q. What would be the result if the IDC-accruing TPUC is allowed to 140 

remain in rate base? 141 

 142 

A. The Company would be allowed a double-recovery of the financing costs of 143 

the TPUC since the TPUC is also earning a rate of return. 144 

 145 

Q. How does your revised adjustment compare with that of Mr. Smith’s 146 

that the Company has accepted? 147 

 148 

A. The bottom-line operating income affect is essentially the same.  My rate 149 

base disallowance of $24,275,000 at Staff’s rate of return of 10.52% yields a 150 

$2.554 million disallowance to operating income, as compared to $2.245 151 

million from Mr. Smith’s adjustment. 152 

 153 

Q. How does your revised adjustment affect your previously submitted 154 

Schedule 6.02? 155 

 156 
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A. My Schedule 20.02 replaces Schedule 6.02. 157 

 158 

Accruals for Asset Disposition Cost 159 

Q. Please comment on GCI’s adjustment for Accruals for Asset 160 

Disposition Cost. (GCI Exhibit 6.1, Schedule E-5) 161 

 162 

A. I have reviewed this adjustment and find no basis for challenging it.  The 163 

Company is opposed to the adjustment.  Since it is not agreed upon nor 164 

proposed by Staff, it is not reflected in Staff’s revenue requirement. 165 

 166 

Non-Contested Adjustments 167 

Materials and Supplies 168 

Q. Please comment on GCI’s Materials and Supplies adjustment (GCI 169 

Exhibit 6.1, Schedule E-12). 170 

 171 

A. I have reviewed this adjustment and find no basis for challenging it.  Since 172 

the Company and GCI have reached agreement, it is reflected in Staff’s 173 

revenue requirement, included as a part of the beginning balance of the 174 

Company rebuttal position. 175 

 176 
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Software Capitalization (98-01) 177 

Q. Please comment on GCI’s Software Capitalization (98-01) adjustment 178 

(GCI Exhibit 6.1, Schedule E-10). 179 

 180 

A. I have reviewed this adjustment.  The Company and GCI have reached 181 

agreement on the need for this adjustment, however there is a difference in 182 

the amounts presented for the adjustment.  I have reviewed both calculations 183 

and agree with the Company’s calculation.  Since there is no disagreement 184 

in the need for the adjustment, it is reflected in Staff’s revenue requirement, 185 

included as a part of the beginning balance of the Company rebuttal position. 186 

 187 

Federal Income Tax Calculation 188 

Q. Please comment on the Company’s Federal Income Tax Calculation 189 

adjustment (Ameritech Illinois Ex. 7.1, Schedule 3, Column B). 190 

 191 

A. I have reviewed this adjustment, which is included in Column B of AI Ex. 7.1, 192 

Schedule 1 labeled “Prior Period Taxes & Non Regulated”,  and find no 193 

basis for challenging it.  Since the Company and GCI have reached 194 

agreement, it is reflected in Staff’s revenue requirement as well and is 195 

included as a part of the beginning balance of the Company rebuttal position. 196 

 197 
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Merger Planning and Implementation Costs 198 

Q. Please comment on the Company’s response to your Adjustment to 199 

Merger Planning and Implementation Costs (Staff Exhibit 6.0, 200 

Schedule 6.01). 201 

 202 

A. The Company, GCI, and Staff have reached agreement.  The adjustment is 203 

reflected in Staff’s revenue requirement, included as a part of the beginning 204 

balance of the Company rebuttal position. 205 

 206 

Q. Does this conclude your rebuttal testimony? 207 

 208 

A. Yes, it does. 209 


